
Chapter 4: Ethics, Social Responsibility and Sustainable Development 
(Lecture 5) 

What is managerial ethics? 

Defn: Ethics: The code of moral principles and values that governs the behaviour of a person or a group 
with respect to what is right or wrong. 

Human behaviour falls into 3 categories: 

1. Domain of codified law (legal standard) 
2. Domain of ethics (social standard) 
3. Domain of free choice (personal standard) 

An ethical dilemma is a situation in which all alternative choices or behaviours have potentially negative 
ethical consequences, making it difficult to distinguish right from wrong. 

 

Criteria for ethical decision making 

Utilitarian approach: 

• Moral behaviour that produces the greatest good for the greatest number of people 

Individualism approach: 

• Acts are moral when they promote the individuals best long term interests, ultimately leading to the 
greater good 

Moral rights approach: 

• Moral decisions are those that best maintain the rights of those people affected by them 
• Moral rights can include: 

• The right of free consent 
• The right to privacy 
• The right of freedom of conscience 
• The right of free speech 
• The right to due process 
• The right to life and safety 

Justice approach: 

• Moral decisions must be based on standards of equity, fairness and impartiality 

Defn: Distributive justice: The concept that different treatment of people should not be based on arbitrary 
characteristics 

Defn: Procedural justice: The concept that rules should be clearly stated, and consistently and impartially 
enforced 

Defn: Compensatory justice: The concept that individuals should be compensated for the cost of their 
injuries by the party responsible 

 

 

 

Factors affecting ethical choices 

The manager: 



Kohlberg’s levels of moral development 

Level 1: Pre- conventional • Follows rules to avoid punishment 
• Acts in own interest 
• Obedience for own sake 

Level 2: Conventional • Lives up to expectations of others 
• Fulfils duties and obligations of social system 
• Upholds laws 

Level 3: Post- 
conventional 

• Follows self-chosen principles of justice and right 
• Aware that people hold different values and seeks creative 

solutions to ethical dilemmas 
• Balances concern for individual with concern for common good 

 

The organisation: 

• The values of an organisation or department will influence employee behaviour and decision 
making. 

• The socialisation of employees into values of the organisation 
• Heroes provide role models that can either support of refute ethical decision making 
• Rituals: high ethical standards are affirmed and communicated through public awards and 

ceremonies 
• Myths and stories can reinforce heroic ethical behaviour 

National culture: 

• Globalisation complicates ethical choices 
• There are two different views on how national culture influences ethical behaviour: 

1. Cultural relativism: Ethical behaviour is always determined by cultural context (not universal) 
2. Ethical imperialism: Behaviour that is unacceptable in one’s home environment should not be 

acceptable anywhere else. (Universal principles that are always right) 

 

What is corporate social responsibility? 

Defn: CSR: The obligation of organisation management to make decisions and take actions that will 
enhance the welfare and interests of society as well as the organisation (organisational level) 

CSR represents a shift from classical economic perspectives on organisations to a stakeholder perspective. 

Defn: Stakeholder: Any group within or outside the organisation that has a stake in the organisation’s 
performance 

The classical economic perspective states that management’s only responsibility is to maximise profits for 
shareholders whereas the stakeholder perspective states that management must be concerned for the 
broader social welfare of all stakeholders not just profit. 

Central to CSR is the concept of triple bottom line which states that an organisation’s performance should 
be measured by: 

• Traditional financial/ economic outcomes 
• Environmental outcomes 
• Social/ societal outcomes 

The overall fulfilment of obligations to stakeholders should be measured, calculated, audited and reported. 

 

Evaluating an organisation’s social performance 

Economic responsibilities: 



Responsibility to produce the goods and services that society wants and to maximise profits for its owners 
and shareholders. 

Legal responsibilities: 

Businesses are expected to fulfil their goals within the legal framework 

Ethical responsibility: 

Includes behaviour that is not necessarily codified into law and may not serve the organisations direct 
economic interests 

Discretionary responsibility: 

Organisational responsibility that is voluntary and guided by the organisation’s desire to make social 
contributions not mandated by economics, law or ethics 

 

Corporate actions towards social demands 

Proactive response: 

A response to social demands in which the organisation seeks to learn what is in its constituency’s interest 
and to respond without pressure from them 

CASE:	Tony’s	Chocolonely	

Accommodative response: 

A response to social demands in which the organisation accepts- often under pressure- social responsibility 
for its actions 

CASE:	Cadbury	by	implementing	the	Fair	Trade	label	which	ensures	that	farmers	and	producers	in	developing	
countries	receive	a	fair	price	for	their	produce.	It	also	prohibits	the	use	of	child	labour.	However	the	Fair	Trade	
label	only	represents	1%	of	the	$60bn	chocolate	market	

Defensive response: 

A response to social demands in which the organisation admits to some errors of commission or omission 
but foes not act obstructively 

CASE:	Starbucks	took	a	defensive	approach	to	their	dipper	well	system	which	wastes	millions	of	litres	of	water	
every	day.	

Obstructive response: 

A response to social demands in which the organisation denies responsibility, claims that evidence of 
misconduct is misleading or distorted, and attempts to obstruct investigation 

CASE:	Nestle	and	Hershey’s	initially	refused	to	stop	using	child	labour	and	implement	the	Fair	Trade	
certification	system.	“Call	it	slavery,	but	you	know	they’re	dirt	poor	down	there	anyway”	

	


